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Agenda

• Answer the question “Why do we need a fund balance 

policy?”

• Government Finance Officers Association (GFOA) best 

practices for a fund balance policy

• International City/County Management Association 

(ICMA) Financial Indicators

• Transition plan

2



Why a Fund Balance Policy?

• We have a Cash Reserve Fund, why do we need a fund 
balance policy?
– Cash Reserve Fund:  

• Meet short term and emergency funding needs 

• No less than 5% of prior year General Fund operating expenditure budget

• Restricted on the financial statements

– Fund Balance:
• Serves as a measure of the financial resources available 

• Mitigate current and future risks (e.g. revenue shortfalls and unanticipated 
expenditures)

• Policy tool to assist in stability of tax rates

• Long-term financial planning

• Credit rating agencies monitor fund balance levels in evaluating 
creditworthiness (First Southwest will discuss)
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GFOA Best Practices

• Formal policy (approved by Council) on the 
level of unrestricted fund balance

– Framework/plans for increasing/decreasing

– No less than two months General Fund operating 
revenues or expenditures

• Use most predictable

– May focus only on unassigned fund balance and 
exclude committed and assigned.
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GFOA Best Practices 

(continued)

•Items to consider:
–Predictability  of revenues and volatility of expenditures

–Perceived exposure to significant one-time outlays

–Drain on General Fund from other funds

–Liquidity
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GFOA Best Practices 

(continued)

•Replenishing Fund Balance

–Specify allowable purposes

–Identify how resources will be directed for replenishment (e.g. 
revenue sources)

•Non-recurring revenues

•Budget surpluses

•Excess resources in other funds (if legally permissible and a defensible 
rationale)

•Year-end surpluses

–Time period to replenish 
•Typically within one to three of use
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GFOA Best Practices 

(continued)

•Replenishing Fund Balance (continued)
–Factors influencing time to replenish

•Budgetary reasons behind level of fund balance

•Recovering from an extreme event

•Political continuity

•Financial planning

•Long-term forecasts and economic conditions

•Milestones for gradual replenishment

•External financing expectations
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ICMA Fund Balance Indicators

•Warning:  Declining unreserved fund balance could mean 
the government will be unable to meet a future need.

•Analysis suggestions:
–Identify causes of decline

•Subsidizing operating deficits?

•Used for purposes other than originally set aside?

–Assess the significance

–Devise action strategies
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Transition Plan

• For review by CFO and CM:

– Finalize policy draft

– Determine level of unassigned fund balance 

needed

– Propose funding stream and timeline to achieve 

necessary level of unassigned fund balance

• Present draft policy to FAOC

• Present policy to Council for adoption

9



Questions?
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